Indian Audit and Accounts Department

	Structured Courseware on ‘Audit of Regulatory Bodies’

	Session: 5



SESSION 5

ELECTRICITY REGULATORY 

COMMISSION

Session Title: Audit of Regulatory Bodies












	Session Number: 5: Session Title: Electricity Regulatory Commission. 
	Session-at-a-glance


	Session Learning Objective:

Given the relevant provisions of the Electricity Regulatory Commission Act, 1998, the learner will obtain an overview of the functioning of the Central Electricity Regulatory Commission, a State Electricity Regulatory Commission and also a Joint Electricity Regulatory Commission to the extent that it will make him aware of the organizational set-up, duties, powers and the accounts maintained by the said Authority, so as to enable him to conduct an audit as evaluated by the instructor
Materials Required:

PC, LCD, White-board, Markers, Slides, exercise and solutions.
	
	Session Structure:
	Teaching Method Used
	Time Required

	
	
	Session Overview

Learning Objective

Basic Concepts

Key Teaching Points (KTP)

1. Organization, duties, powers and functions of Electricity Regulatory Commissions

2. Accounts and Audit

Evaluation

Summary
	Lecture

Slide 5.1

Lecture: Objectives of Regulatory Bodies

Lecture / Slide 5.2.1 to 5.2.5

Lecture / Slide 5.3 

Discussion on Accounts and CAG’s Audit Report

Lecture
	10 minutes

05 minutes

10 minutes

30 minutes

40 minutes

40 minutes

15 minutes

	
	
	
	Total Time Required
	150 minutes

	Notes:


Audit of Regulatory Bodies
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	Instructor’s Guide
	
	Reference

	Participant Response

	Session Overview:
             Welcome the participants to the session.
Tell: 

In this session we are going to discuss the various important provisions under the Electricity Regulatory Commission Act, 1998 which provides for the establishment of a Central Electricity Regulatory Commission, a State Electricity Regulatory Commission and also a Joint Electricity Regulatory Commission.  An overview of these provisions will enable you to conduct the audit of the Electricity Regulatory Authorities.
Learning objective:

   Given the relevant provisions of Electricity Regulatory Commission Act, 1998, the learner will obtain an overview of the functioning of the various Electricity Regulatory Commissions to the extent that it will make him aware of the organizational set up, duties and powers of the Regulatory Commissions and the accounts maintained by such authorities, so as to enable him to conduct the audit, as evaluated by the instructor.

Experience (1)

Tell: I will now be explaining the various provisions of the Electricity Regulatory Commission Act, 1998 providing for Central Electricity Regulatory Commission, State Electricity Regulatory Commission and also a Joint Electricity Regulatory Commission, their functions, duties and powers

Explain:

All the provisions as per Slide 5.2

Reflection (1)
Ask: the participants to tell the duties and powers of the Electricity Regulatory Commissions and also call for any doubts regarding these provisions and clarify if any.

Generalisation (1) Discuss participants’ views and tell them that the Government of India can issue any directions in regard to the functioning of the above Regulatory Commissions according to the demands of the situation.

Experience (2): 
1. Tell: I will now be explaining the various provisions under the Electricity Regulation Act 1998 relating to Finance, Accounts and Audit.

2. Explain using Slide 5.3 the various provisions under the above Act of 1998.
Reflection (2): Tell, 

1. I will now be giving you a copies of the Accounts of Punjab State Electricity Regulatory Commission containing Receipts and Payments Account, Income and Expenditure Account and the Balance Sheets for the year ended March 2015
2. Divide the participants in groups of 4 and ask them to examine and discuss the possible audit comments based on the accounts.

3. Tell them 30 minutes’ time is allotted for the participants to discuss among them and summarise comments thereon.

4. As a solution, distribute CAG’s Audit Reports and ask for their response.

Evaluation:

Allow 30 minutes for the participants to go through the CAG’s Audit Report and ask for their response.
Summary:

Tell briefly the various important provisions of the Regulatory Commission Act, 1998.

Thank the participants and bring the session to a close.


	
	Lecture

Lecture and Slide 5.1

Slide 5.2.1 to 5.2.5 

(including sub slides 5.2.1.1 to 5.2.1.3 & 5.2.2.1 to 5.2.2.3)
Lecture

Lecture / Slide 5.3

(including sub slides 5.3.1 to 5.3.2)

Exercise

Lecture


	Look for response from the participants and reply suitably clearing their doubts.

Look for response and clarify doubts if any.




INSTRUCTORS’ NOTES

ELECTRICITY REGULATORY COMISSION

SESSION OVERVIEW

In this session we are going to discuss the various important provisions under the Electricity Regulatory Commission Act, 1998 which provides for the establishment of a Central Electricity Regulatory Commission, a State Electricity Regulatory Commission and also a Joint Electricity Regulatory Commission.  An overview of these provisions will enable you to conduct the audit of the Electricity Regulatory Authorities.
Learning objective:

Given the relevant provisions of Electricity Regulatory Commission Act, 1998, the learner will obtain an overview of the functioning of the various Electricity Regulatory Commissions to the extent that it will make him aware of the organizational set up, duties and powers of the Regulatory Commissions and the accounts maintained by such authorities, so as to enable him to conduct the audit, as evaluated by the instructor.

ORGANISATIONAL SET UP OF THE ELECTRICITY REGULATORY COMMISSION:
Prior to independence, the Indian Electricity Act, 1910 (IE Act) provided for the issue of licenses, regulated the industry and protected the consumer interests. When the importance of electric power to economic development was keenly felt, a comprehensive legislation namely the Electricity (Supply) Act, 1948 (ES Act), out side the purview of IE Act, provided for the creation of State owned utilities, to move towards rationalization of production and supply of electricity and taking measures conducive to electrical development in the State. Regulation of the utilities, as is commonly understood, was enabled only through these two acts. The State and Central Governments derived omnibus powers from these Acts. Efflux of time also saw the birth of the expert body, namely the Central Electricity Authority (CEA) and also the establishment of Central and State Generating Companies. Duly assisted by Central Electricity Authority, the Ministry of Power has the overall responsibility of power development in the country, formulation of policy and plans, investment decisions on power projects, human resource development, settlement of disputes etc. The States also participated in the development of the power sector. Enormous time and cost overruns of different power projects, undertaken both at the central and State level during the five year plans in the country, created formidable challenges to obviate energy and peak power shortage - a stumbling block to economic development. The financial health of the utilities suffered very badly. Financing of power projects was an arduous one in the absence of viability. PFC set up in 1986 to give access to long term funds for power projects and other system improvement schemes, stressed on improving the SES's performance; indirectly; its Operational and Financial Action Plan (OF AP) also ushered in the regulatory controls for performance.

During these years, the utilities were mainly engaged in the capacity development and providing access to electricity consumers. Not much attention was paid to the commercial aspects of the system. With the advent of political intervention, the financial health of the State utilities has been eroded and became unsatisfactory. The power sector is not able to satisfy the growth in demand for power. The command and control legacy with a strong bias for centralized management has given rise to problems in almost all areas. Politics made inroads into the power sector to the ultimate detriment. During the last forty years the governments were fully involved with extensive, slow and non​transparent direct management of the sector through multiple organizations at various levels. The SEBs have become chronically sick.

Electric utilities in India are functionally and vertically integrated, and are engaged in generation, transmission and distribution of electricity to consumers in each of the States. The utilities themselves were exercising self-control and regulation during the last four and odd decades of existence. The Central Authorities also evolved regulatory policies to be adopted by the utilities (as electricity is a concurrent subject).

The Government has initiated steps to revamp the SEBs and to attract both private and foreign investments into the sector, ambitious structural, institutional, financial and legal reforms, a decade ago, but still tangible results have not been achieved. The contemplated reforms focus at total separation of government control from the power sector, commercialization of activities that induce efficiency and economy and full 

autonomy for decision-making. In addition, transparent legal and regulatory systems are essential part of the reform actions. The governments have clearly indicated their willingness to divest its power of controlling this sector, to enable the same to operate efficiently and to be regulated by an independent regulatory authority. To this effect, a parliamentary act - The Electricity Regulatory Commissions Act, 1998 has been put in place for establishing the regulatory authority at the central and the state level. Six State Governments have enacted their own reform, restructuring and regulatory act to suit local state needs. 

More than ten states have established the 'Electricity Regulatory Commissions' in their states. The Central Government has also formed a 'Central Electricity Regulatory Commission', to take care of central sector utilities. Many of the Commissions have commenced their regulatory activities, by framing rules and regulations for the conduct of business, licensing, hearing of petitions and tariff making. These are intended to provide a systematic approach to look at the utility functions, which are at nascent stage of regulation and undergoing the reforms and restructuring in almost all areas and facilitate a quick turnaround of the system performance.


The Electricity Regulatory Commission Act, 1998 provided for the establishment of a Central Electricity Regulatory Commission, a State Electricity Regulatory Commission and also a Joint Electricity Regulatory Commission for rationalization of electricity tariff, transparent policies regarding subsidies, promotion of efficient and environmental benign policies and for matters connected therewith or incidental thereto.

CONCEPT OF REGULATION

Regulation may be understood as the diverse set of instruments, by which the regulatory agency sets the compliance requirements on enterprises and individuals. These include laws, formal and informal orders and subordinate rules appropriately issued, in order to enable the organisations operate under a defined regulatory environment.

The regulatory environment may be initiated by any of the following three aspects:

1. Economic based regulations 

2. Process based regulation 

3. Social regulation

In the case of electric utilities, all the three facets have to be intensely looked into by the concerned regulatory authority, as the utilities have ignored or have been forced to ignore their economic well being or the customers they serve. The political intervention over the years has taken deep roots, affecting the financial health of the utilities and made them chronically sick. The utilities had to operate sub-optimally, were not able to generate adequate surplus to meet the demand growth and had to be a subordinate to State intervention. 

The tariffs were not related to the costs of operation nor was there an efficient customer billing and collection mechanism. This is in spite of the provision in the Electricity (Supply) Act,1948, which categorically stipulates that the utilities after meeting all the expenses properly chargeable to revenue, including operating, maintenance and management expenses, taxes (if any) on income and profits, depreciation and interest payable leave such surplus as is not less than three percent on the fixed assets at the beginning of the year. 

J

One of the primary reasons is the self regulation as prescribed in the statutes that has been practiced without any overseeing by the governments, much to the detriment and eroding of the financial health of the utilities.

ECONOMIC REGULATIONS intervene directly in market-based decisions such as pricing, competition, market entry or exit. Reforms also aim at reducing barriers to competition and innovation, often through use of efficiency promoting regulatory techniques, or at improving the regulatory framework or market functioning.

PROCESS BASED REGULATIONS are paperwork and administrative formalities - so called 'red tape' through which information is collected and made use of in individual economic decisions. They can have substantial impact on the sector performance. Regulations under this fold aim at streamlining and simplifying those process that are necessary and eliminating those that are not necessary.

SOCIAL REGULATIONS have become extremely important, which protect non-economic values such as health, safety, the environment and social cohesion. Regulations involving subsidized electricity to economically weaker sections fall under this category.

The regulatory authority must support regulatory reforms for improving the quality of regulation or regulatory institutions or for improved process of making regulations and managing reforms. Deregulation also forms a part of such exercise.

In the context of reforms, taking place in the utilities, it becomes expedient that the regulatory authority has to create an atmosphere of approval and commitment to effective reform process, and frame regulations to take care of both energy producers' and consumers' interests and very importantly, enable smooth flow of financial assistance- private capital flows at reasonable costs.

Tariff setting exercise becomes the focus, as the potential investors in utility projects need assured comfort, stability and confidence against risks of revenue requirements, high project investment needs and long drawn project contracts for a reasonable payback. Many a stakeholders' interests have to be balanced through a fair risk sharina and appropriate tariff mechanism. The present stalemate in providing adequate 'escrow cover' in many SEBs is a case in point.

Rightly, the act has vested adequate authority to the regulators to determine the different tariff types to consumers, including the user charges for transmission facilities, to regulate the power purchases - both quantity and price ​and ultimately to bring forth efficiency and economy in the activities of the utilities and to promote competition.

Apart from these obligatory functions, the authority is also bestowed with some other associated functions like licensing, investment approval, advice to the Government. Detailed guidelines are provided for tariff making, which has to be primarily tracing the efficient operating costs of the utilities. The authority has to look into the quality and quantity of subsidies, directly provided or cross-subsidized from other consumer segments. Transparent tariff proceedings via open hearings are to be conducted by the authority to make relevant decisions. For all intents and purposes, the authority is to be construed as a judicial entity, whose directions and decisions have to be followed or otherwise appealable only in the State High Courts. Adequate protection has been provided in the Act in the matter of ensuring that litigation against the authority or its decisions, are not initiated.

Independent regulation is a new phenomenon in India in the scheme of operation of electric utilities. Great care has been bestowed in the selection process of the members of the authority and enabling provisions as such, have been made in the prime act. Freedom of decision making has been provided. However, the end results of the regulatory actions are very crucial to the central issue of reforms, restructuring and turnaround of the financial health of the utilities. These have to be very cautiously approached so that a smooth change over to betterment takes place with the help of regulatory plans, policies and incentives. The regulatory approaches veer around four important factors of the utility operations, namely,

1. Energy efficiency 

2. Energy security 

3.  Environment and
4. Economic development of the utilities.

In enforcing the regulations, essential for reforms and stability of end results, transparency is the pivot to inspire confidence. An unfailing support in this effort comes in two ways - one from the integrity of the decision makers, logic of the reasoning powers, evidences under consideration, clear and verifiable regulatory rules and transparent behavior of the regulators and the other from involvement of the consumers and producers in a meaningful dialogue.

The regulatory authority will find itself difficult to proceed, if it tends to become excessively judicial, strictly observes 'due process of law' and 'interpretation of law'. It has to be neutral, passive and fair till the completion of hearings, presentations and in its procedures and dealings. These must not be highly bureaucratic. The authority must willingly get into the shoes of the stakeholders, listen to them with sagacious understanding of their pleadings and take a perspective approach to conclusions that will be fair and at the same time place the utilities in the progressive revamping path.

Utility consumers have been enjoying substantial 'free lunch' as a measure of populist state intervention for a long period of time, by way of subsidies. They have to be educated properly to accept 'user charges' as a way of life. This will be the most difficult task, around which interests of many stakeholders including that off the Commissions are intertwined. Perhaps, a discriminatory, communicative strategy coupled with convincing economic analysis of such situations would yield results that will least afflict the consumers. A cautious approach to reduce or remove either direct subsidy or any cross subsidy to relevant segments through a comprehensive economic impact analysis will certainly bring positive results in this area in a few years' time. Any such decoupling of direct or cross subsidy would be welcome by the utility or the government, as it eases the crunch and provides comfort financially. But it should be progressive and must be completed in a specified time. The affected consumers must be clearly informed of the analysis and consequent action plan against subsidies.

Electric utilities differ in their characteristic features. Some have a good source mix; some have large number of agricultural connections with free supply of electricity. Some have a reasonable tariff and a good billing and collection mechanism. While some others have operational and collection inefficiency. Many do not practice financial prudence or measurement as an essential need. Under these circumstances, regulations and decisions thereof from the regulatory authority have to be different for different states. So also the reform process.

Each of electricity regulatory commissions has to rightly recognise these and other considerations mentioned earlier and formulate its overall regulatory approach in terms of a vision and a mission statement, imbibed with a specified value system for the Commission.

Vision:

Vision of the Commission is to provide energy choices that are affordable, reliable, safe and environmentally acceptable.

Mission:

The Regulatory Commission's mission is to assess, advocate and act through development of enduring public/private relationships to improve the State's electrical systems that promote a strong economy and a healthy environment. The Commission mandates intra-state operational aspects of electric power systems in the State by regulation. The Commission chooses regulatory approaches towards economic operations of electric utilities, which ensure customer satisfaction with reliable service at reasonable price, foster efficient and competitive markets wherever feasible and give full and fair consideration to community and environmental aspects of public interest.
Value System:
The Commission's highest responsibility is to the people of the State. It must strive to conduct its business in a manner that results in maximum public benefits, while ensuring fiscal integrity and accountability for the expenditure of public funds.

· It will maintain the highest level of professionalism and an environment of openness, fairness, trust, respect and honesty.

· It will clearly communicate its expectations, encourage cooperation and teamwork and share responsibility, authority and accountability. In this, it will be creative, flexible and always seek opportunities to improve.

· The Commission's time, ability, skills, intelligence, creativity, products and services focused are on the relationships, it stands for, with an emphasis on customer services.

It is firmly believed that if these were meticulously observed, it would be facilitating the Regulatory Commissions to resort to proactive regulatory practices. Any Electricity Regulatory Commission will be fortunate if it has to deal with an Electricity Board, which is a better managed utility, with a fairly satisfactory financial soundness, and operates with the subsidy support from the Government.

'Reforms and Restructuring' process have been set in motion with the installation of the Commissions. Reform needs of the SEBs and also the manner by which action must be initiated in this regard are being looked into. In all likelihood Electricity Boards will be disbanded into say hydel and/or thermal power generating companies on the generation- 

side and a transmission company owning and operating transmission and distribution assets, at the first instance. It is anticipated that a set of pre requisite reform action to create demarcated responsibility centres in these ventures will have to be initiated before one can think of allowing unbundling or private participation. A sound transfer price mechanism from one entity to the other will have to be brought in and efficiency norms charted. Therefore, it is very clear that even though reform process has been set in motion, what type of a change in the SEB structure will take place is only a conjecture now. Regulatory authority has certain obligatory functions and other delegated functions. The regulatory approach has to work now in a fluid environment. The commissions are cognizant of this and have taken recourse to identify areas, to be touched by reform action bases, irrespective of structural change that may result due to reform recommendations. One such primary area is the "Financial and Cost Management' systems based on "strict measurement", on all bases - technical and financial - which the Commission considers, form the very basic fabric of efficiency and economy.

The regulatory obligations have to be supportive to the reform process, in order to achieve the above results. Such regulations go to make the utility totally deserving for any type of reform results, be that it may be organisational, financial, ownership, strategic divestiture, product or any other type of restructuring. However, the wonderful thing about any SEB is that it is a fit candidate for all type of reforms. One wonders, if any reformist believes that by a simple unbundling the monolith, more things can be wrought, it will be only a myth. Let us see the reality. The Commissions have set the priorities right and waiting in the wings to associate themselves in this change process. Its expectations from the direct and indirect players are clearly elaborated. These are based mostly on what these players expect from the commission. If these are congruent and synchronised through regulations and regulatory reforms, then dawns the 'deliverance day' of the utilities.

The Central Electricity Regulatory Commission shall have a Chair-person and 3 other members who shall hold office for a period of 5 years or until the age of 65 years in the case of Chair-person and 62 years in the case of Members, whichever is earlier and 

they are not eligible for reappointment at any time after the expiry of the term of appointment as Chair-person / Members.  Section 14 of the above Act provided for a Central Advisory Committee to advise the Central Commission on major questions on policy, matters relating to quality, continuity and extent of service provided by the licensees, compliance by licensees with the conditions and requirements of their license, protection of consumer interest and energy supply and overall standards of performance.  

The functions of the Central Commission are as follows:

(a) to regulate the tariff of generating companies owned or controlled by the Central Government;

(b) to regulate the tariff of generating companies, other than those owned or controlled by the Central Government specified in clause (a), if such generating companies enter into or otherwise have a composite scheme for generation and sale of electricity in more than one State;

(c) to regulate the inter-State transmission of energy including tariff of the transmission utilities;

(d) to promote competition, efficiency and economy in the activities of the electricity industry;

(e) to aid and advise the Central Government in the formulation of tariff policy which shall be-

(i) fair to the consumers; and 

(ii) facilitate mobilization of adequate resources for the power sector;

(f) to associate with the environmental regulatory agencies to develop appropriate policies and procedures for environmental regulation of the power sector;

(g) to frame guidelines in matters relating to electricity tariff; to arbitrate or adjudicate upon disputes involving generating companies or transmission utilities in regard to matters connected with clauses (a) to (c) above;

(h) to aid and advise the Central Government on any matter referred to the Central Commission by that Government.

Similarly, Section 17 of the above Act provides for the establishment of State Electricity Regulatory Commission and the functions of this Commission are as follows:

a) to determine the tariff for electricity, wholesale, bulk, grid or retail, as the case may be, in the manner provided in section 29;

b) to determine the tariff payable for the use of the transmission facilities in the manner provided in section 29;

c) to regulate power purchase and procurement process of the transmission utilities and distribution utilities including the price at which the power shall be procured from the generating companies, generating stations or from other sources for transmission, sale, distribution and supply in the State;

d) to promote competition, efficiency and economy in the activities of the electricity industry to achieve the objects and purposes of this Act.

The following provisions may also be conferred on the State Commission by notification by the State Government:

a) to regulate the investment approval for generation, transmission, distribution and supply of electricity to the entities operating within the State;

b) to aid and advise the State Government, in matters concerning electricity generation, transmission, distribution and supply in the State;

c) to regulate the operation of the power system within the State;to issue licenses for transmission, bulk supply, distribution or supply of electricity and determine the conditions to be included in the licenses;

d) to regulate the working of the licensees and other persons authorized or permitted to engage in the electricity industry in the State and to promote their working in an efficient, economical and equitable manner;

e) to require licensees to formulate perspective plans and schemes in co-ordination with others for the promotion of generation, transmission, distribution, supply and utilization of electricity, quality of service and to devise proper power purchase and procurement process;

f) to set standards for the electricity industry in the State including standards relating to quality, continuity and reliability of service;

g) to promote competitiveness and make avenues for participation of private sector in the electricity industry in the State, and also to ensure a fair deal to the customers;

h) to lay down and enforce safety standards;

i) to aid and advise the State Government in the formulation of the State power policy;

j) to collect and record information concerning the generation, transmission, distribution and utilization of electricity;

k) to collect and publish data and forecast on the demand for, and use of, electricity in the State and to require the licenses to collect and publish such data;

l) to regulate the assets, properties and interest in properties concerning or related to the electricity industry in the State including the conditions governing entry into, and exit from, the electricity industry in the such manner as to safeguard the public interest;

m) to adjudicate upon the disputes and differences between the licensees and utilities and to refer the matter for arbitration;

n) to co-ordinate with environmental regulatory agencies and to evolve policies and procedures for appropriate environmental regulation of the electricity sector and utilities in the State; and

o) to aid and advise the State Government on any other matter referred to the State Commission by such Government.

Section 21A of this Act provides for the setting up of Joint Electricity Regulatory Commission by agreement that may be entered into by two or more State Governments, by the Central Government in respect of one or more Union Territories and one or more State Governments.  The Joint Electricity Regulatory Commission shall consist of one member from each of the participating States and Union Territories and the Chairperson shall be appointed from amongst their members by consensus.

Section 28 and 29 of the Act provide that the State Commission shall determine the tariff for inter State transmission of electricity and the tariff for supply of electricity, grid, wholesale, bulk or retain in a State.  The State Commission shall determine the terms and conditions for the fixation of tariff and in doing so shall be guided, inter alia, by the principles as provided in sections 46, 57 and 57A of the Electricity (Supply) Act, 1948 and Sixth Schedule thereto; in the case of Board or its successor entities, the principles under section 59 of the Electricity (Supply) Act, 1948; the interest of the consumers; national power plans, etc.  No consumer or class of consumers shall be charged less than 50 per cent of the average cost of supply of energy.  The State Commission may allow the consumers in the agricultural sector to be charged less than 50 per cent of the average cost but not for a period more than three years.  If the State Government requires the grant of any subsidy to any consumer or class of consumer, it shall pay the amount to compensate the person affected by the grant of subsidy.

Section 31 to 36 of the Act speak about the accounts, audit and reports of the Central Regulatory Commission as under:

Section 31: Budget of Central Commission – The Central Commission shall prepare, in such form and at such time in each financial year as may be prescribed, its budget for the next financial year, showing the estimated receipts and expenditure of the Central Commission and forward the same to the Central Government.

Section 32: Accounts and Audit of Central Commission -

1. The Central Commission shall maintain proper accounts and other relevant records and prepare an annual statement of the accounts in such form as may be specified by the Central Government in consultation with the Comptroller and Auditor General of India.

2. The accounts of the Central Commission shall be audited by the Comptroller and Auditor General at such intervals as may be specified by him and any expenditure incurred in connection with such audit shall be payable by the Central Commission to the Comptroller and Auditor General.

3. The Comptroller and Auditor General and any person appointed by him in connection with the audit of the accounts of the Central Commission under this Act shall have the same rights and privileges and authority in connection with audit as the Comptroller and Auditor General generally has in connection with the audit of Government accounts, and, in particular, shall have the right to demand the production of books, accounts, connected vouchers and other documents and papers and to inspect any of the offices of the Central Commission.

4. The accounts of the Central Commission, as certified by the Comptroller and Auditor General or any other person appointed by him in this behalf, together with the audit report shall be forwarded annually to the Central Government by the Central Commission and the Central Government shall cause the audit report to be laid, as soon as may be after it is received, before each House of Parliament.

Section 33. Budget of State Commission – The State Commissions shall prepare, in such form and at such time in each financial year as may be prescribed, its budget for the next financial year, showing the estimated receipts and expenditure of the State Commission and forward the same to the State Government.
Section 34. Accounts and audit of State Commission – 

1. The State Commission shall maintain proper accounts and other relevant records and prepare an annual statement of accounts in such form as may be prescribed by the State Government in such form as may be prescribed by the State Government in consultation with the Comptroller and Auditor General of India.

2. The accounts of the State Commission shall be audited by the Comptroller and Auditor General at such intervals as may be specified by him and any expenditure incurred in connection with such audit shall be payable by the State Commission to the Comptroller and Auditor General.

3. The Comptroller and Auditor General and any person appointed by him in connection with the audit of the accounts of the State Commission under this Act shall have the same rights and privileges and authority in connection with such audit as the Comptroller and Auditor General generally has in connection with the audit of Government accounts and, in particular, shall have the right to demand the production of books, accounts, connected vouchers and other documents and papers and to inspect any of the offices of the State Commission.

4. The accounts of the State Commission, as certified by the Comptroller and Auditor General or any other person appointed by him in this behalf, together with the audit report thereon shall be forwarded annually to the State Government by the State Commission and the State Government shall cause the audit report to be laid, as soon as may be after it is received, before the State Legislature.

Section 35. Annual report of Central Commission – 

1. The Central Commission shall prepare once every year, in such form and at such time as may be prescribed, an annual report giving a summary of its activities during the previous year and copies of the report shall be forwarded to the Central Government.

2. A copy of the report received under sub-section (1) shall be laid, as soon as may be after it is received, before each House of Parliament.Section 36. Annual report of State Commission –

1. The State Commission shall prepare once every year in such form and at such time as may be prescribed, an annual report-giving summary of its activities during the previous year and copies of the report shall be forwarded to the State Government.

2. A copy of the report received under sub-section (1) shall be laid, as soon as may be after it is received, before the State Legislature.

Section 43 of the Act provides that no suit, prosecution or other legal proceedings shall lie against the Central/ State Government or the Central / State Commission for any action which is done in good faith.

Section 45 of the Act provides for punishment of maximum of Rs.1 lakh for each contravention and an additional penalty of maximum of Rs.6000 for every day for non-compliance of the order or directions given by the Commission.

CONCLUSION:
Outdated regulations have survived many years in thick and weak regulatory jungles. Traditional administrative controls and oversight processes were inadequate for cost effective and coherent use of regulatory powers or achieve policy goals. Today the regulatory regimes are increasingly technocratic and vulnerable to interest pressure groups. Greater discipline, rationality, efficiency, co-ordination, accountability and transparency in regulatory processes are the required hallmarks.

What must be done to make regulation efficient and effective? 

1. Building a regulatory management system

· Regulatory policy must be co-terminus with the highest political level by endorsement that these are consistent with political priorities.

· Explicit standards for regulatory quality - well written, better targeted and cost effective - and principles of regulatory decision-making must be established

· The authority must be independent and initiate reforms in regulatory activities by stream lining, reduction and reinventing regulation

2. Improving the quality of regulations

· Regulatory impact analysis can be resorted to improve the quality of information on which decisions are based

· A comprehensive policy on public consultation is essential in order to access interest groups to obtain valuable information on regulatory impacts.

· Regulatory co-ordination is essential to have effective integration of regulatory objectives with economic and social policies

· A review and evaluation of existing regulations and associated paper work may also be resorted to in due course that will result in phased repeals and guillotining some of them.

· Always have the focus of the apex triangle – the 
regulator, the regulated and the government ​activated.

3. Bench marks of good regulation are:

· Clearly identified goals

· Legal basis

· Cost justifiable regulation

· Clear, simple and practical regulation

· Consistent with other regulations

· Universal availability of efficient service 

· Promotion of an economic entity, as per Electricity Supply Act 1948 

· High level of efficiency and reliability 

· Reasonable customer prices

Reforms and regulatory approaches provide powerful incentives for the utilities to become efficient, innovative and competitive. These in turn boost the productivity and often bring sharp and swift price reductions and improvements in the quality and range of products and services, to the ultimate benefit of downstream consumers.

However, from the accumulated experiences so far in the country, one conclusion that emerges is that the most important ingredient for successful regulatory reform is the strength and consistency of support at the highest political level. It is expected that the governments and strong political leadership will overcome vested interests (which benefit from the status quo, business as usual and resist the beneficial change). In addition, all other aspects of regulatory activities should be put in place at the right time. These are indicated in Annex III. We are in the path of learning curve. We should have courage to make the right mistakes to derive lessons for the better of the utilities.

Reference:

1. Electricity Regulatory Commission Act, 1998

PARTICIPANT’S NOTES:

THE ELECTRICITY REGULATORY COMMISSION

ORGANISATIONAL SET UP OF THE ELECTRICITY REGULATORY COMMISSION:
Prior to independence, the Indian Electricity Act, 1910 (IE Act) provided for the issue of licenses, regulated the industry and protected the consumer interests. When the importance of electric power to economic development was keenly felt, a comprehensive legislation namely the Electricity (Supply) Act, 1948 (ES Act), out side the purview of IE Act, provided for the creation of State owned utilities, to move towards rationalization of production and supply of electricity and taking measures conducive to electrical development in the State. Regulation of the utilities, as is commonly understood, was enabled only through these two acts. The State and Central Governments derived omnibus powers from these Acts. Efflux of time also saw the birth of the expert body, namely the Central Electricity Authority (CEA) and also the establishment of Central and State Generating Companies. Duly assisted by Central Electricity Authority, the Ministry of Power has the overall responsibility of power development in the country, formulation of policy and plans, investment decisions on power projects, human resource development, settlement of disputes etc. The States also participated in the development of the power sector. Enormous time and cost overruns of different power projects, undertaken both at the central and State level during the five year plans in the country, created formidable challenges to obviate energy and peak power shortage - a stumbling block to economic development. The financial health of the utilities suffered very badly. Financing of power projects was an arduous one in the absence of viability. PFC set up in 1986 to give access to long term funds for power projects and other system improvement schemes, stressed on improving the SES's performance; indirectly; its Operational and Financial Action Plan (OF AP) also ushered in the regulatory controls for performance.

During these years, the utilities were mainly engaged in the capacity development and providing access to electricity consumers. Not much attention was paid to the commercial aspects of the system. With the advent of political intervention, the financial health of the State utilities has been eroded and became unsatisfactory. The power sector is not able to satisfy the growth in demand for power. The command and control legacy with a strong bias for centralized management has given rise to problems in almost all areas. Politics made inroads into the power sector to the ultimate detriment. During the last forty years the governments were fully involved with extensive, slow and non​transparent direct management of the sector through multiple organizations at various levels. The SEBs have became chronically sick.

Electric utilities in India are functionally and vertically integrated, and are engaged in generation, transmission and distribution of electricity to consumers in each of the States. The utilities themselves were exercising self-control and regulation during the last four and odd decades of existence. The Central Authorities also evolved regulatory policies to be adopted by the utilities (as electricity is a concurrent subject).

The Government has initiated steps to revamp the SEBs and to attract both private and foreign investments into the sector, ambitious structural, institutional, financial and legal reforms, a decade ago, but still tangible results have not been achieved. The contemplated reforms focus at total separation of government control from the power sector, commercialization of activities that induce efficiency and economy and full autonomy for decision-making. In addition, transparent legal and regulatory systems are essential part of the reform actions. The governments have clearly indicated their willingness to divest its power of controlling this sector, to enable the same to operate efficiently and to be regulated by an independent regulatory authority. To this effect, a parliamentary act - The Electricity Regulatory Commissions Act, 1998 has been put in place for establishing the regulatory authority at the central and the state level. Six State Governments have enacted their own reform, restructuring and regulatory act to suit local state needs. 
More than ten states have established the 'Electricity Regulatory Commissions' in their states. The Central Government has also formed a 'Central Electricity Regulatory Commission', to take care of central sector utilities. Many of the Commissions have commenced their regulatory activities, by framing rules and regulations for the conduct of business, licensing, hearing of petitions and tariff making. These are intended to provide a systematic approach to look at the utility functions, which are at nascent stage of regulation and undergoing the reforms and restructuring in almost all areas and facilitate a quick turnaround of the system performance.


The Electricity Regulatory Commission Act, 1998 provided for the establishment of a Central Electricity Regulatory Commission, a State Electricity Regulatory Commission and also a Joint Electricity Regulatory Commission for rationalization of electricity tariff, transparent policies regarding subsidies, promotion of efficient and environmental benign policies and for matters connected therewith or incidental thereto.

CONCEPT OF REGULATION

Regulation may be understood as the diverse set of instruments, by which the regulatory agency sets the compliance requirements on enterprises and individuals. These include laws, formal and informal orders and subordinate rules appropriately issued, in order to enable the organisations operate under a defined regulatory environment.

The regulatory environment may be initiated by any of the following three aspects:

4. Economic based regulations 

5. Process based regulation 

6. Social regulation

In the case of electric utilities, all the three facets have to be intensely looked into by the concerned regulatory authority, as the utilities have ignored or have been forced to ignore their economic well being or the customers they serve. The political intervention over the years has taken deep roots, affecting the financial health of the utilities and made them chronically sick. The utilities had to operate sub-optimally, were not able to generate adequate surplus to meet the demand growth and had to be a subordinate to State intervention. 
The tariffs were not related to the costs of operation nor was there an efficient customer billing and collection mechanism. This is in spite of the provision in the Electricity (Supply) Act,1948, which categorically stipulates that the utilities after meeting all the expenses properly chargeable to revenue, including operating, maintenance and management expenses, taxes (if any) on income and profits, depreciation and interest payable leave such surplus as is not less than three percent on the fixed assets at the beginning of the year. 

J

One of the primary reasons is the self regulation as prescribed in the statutes that has been practiced without any overseeing by the governments, much to the detriment and eroding of the financial health of the utilities.

ECONOMIC REGULATIONS intervene directly in market-based decisions such as pricing, competition, market entry or exit. Reforms also aim at reducing barriers to competition and innovation, often through use of efficiency promoting regulatory techniques, or at improving the regulatory framework or market functioning.

PROCESS BASED REGULATIONS are paperwork and administrative formalities - so called 'red tape' through which information is collected and made use of in individual economic decisions. They can have substantial impact on the sector performance. Regulations under this fold aim at streamlining and simplifying those process that are necessary and eliminating those that are not necessary.

SOCIAL REGULATIONS have become extremely important, which protect non-economic values such as health, safety, the environment and social cohesion. Regulations involving subsidized electricity to economically weaker sections fall under this category.

The regulatory authority must support regulatory reforms for improving the quality of regulation or regulatory institutions or for improved process of making regulations and managing reforms. Deregulation also forms a part of such exercise.
In the context of reforms, taking place in the utilities, it becomes expedient that the regulatory authority has to create an atmosphere of approval and commitment to effective reform process, and frame regulations to take care of both energy producers' and consumers' interests and very importantly, enable smooth flow of financial assistance- private capital flows at reasonable costs.

Tariff setting exercise becomes the focus, as the potential investors in utility projects need assured comfort, stability and confidence against risks of revenue requirements, high project investment needs and long drawn project contracts for a reasonable payback. Many a stakeholders' interests have to be balanced through a fair risk sharing and appropriate tariff mechanism. The present stalemate in providing adequate 'escrow cover' in many SEBs is a case in point.

Rightly, the act has vested adequate authority to the regulators to determine the different tariff types to consumers, including the user charges for transmission facilities, to regulate the power purchases - both quantity and price ​and ultimately to bring forth efficiency and economy in the activities of the utilities and to promote competition.

Apart from these obligatory functions, the authority is also bestowed with some other associated functions like licensing, investment approval, advice to the Government. Detailed guidelines are provided for tariff making, which has to be primarily tracing the efficient operating costs of the utilities. The authority has to look into the quality and quantity of subsidies, directly provided or cross-subsidized from other consumer segments. Transparent tariff proceedings via open hearings are to be conducted by the authority to make relevant decisions. For all intents and purposes, the authority is to be construed as a judicial entity, whose directions and decisions have to be followed or otherwise appealable only in the State High Courts. Adequate protection has been provided in the Act in the matter of ensuring that litigation against the authority or its decisions, are not initiated.
Independent regulation is a new phenomenon in India in the scheme of operation of electric utilities. Great care has been bestowed in the selection process of the members of the authority and enabling provisions as such, have been made in the prime act. Freedom of decision making has been provided. However, the end results of the regulatory actions are very crucial to the central issue of reforms, restructuring and turnaround of the financial health of the utilities. These have to be very cautiously approached so that a smooth change over to betterment takes place with the help of regulatory plans, policies and incentives. The regulatory approaches veer around four important factors of the utility operations, namely,

3. Energy efficiency 

4. Energy security 

3.  Environment and
4. Economic development of the utilities.

In enforcing the regulations, essential for reforms and stability of end results, transparency is the pivot to inspire confidence. An unfailing support in this effort comes in two ways - one from the integrity of the decision makers, logic of the reasoning powers, evidences under consideration, clear and verifiable regulatory rules and transparent behavior of the regulators and the other from involvement of the consumers and producers in a meaningful dialogue.

The regulatory authority will find itself difficult to proceed, if it tends to become excessively judicial, strictly observes 'due process of law' and 'interpretation of law'. It has to be neutral, passive and fair till the completion of hearings, presentations and in its procedures and dealings. These must not be highly bureaucratic. The authority must willingly get into the shoes of the stakeholders, listen to them with sagacious understanding of their pleadings and take a perspective approach to conclusions that will be fair and at the same time place the utilities in the progressive revamping path.

Utility consumers have been enjoying substantial 'free lunch' as a measure of populist state intervention for a long period of time, by way of subsidies. They have to be educated properly to accept 'user charges' as a way of life. This will be the most difficult task, around which interests of many stakeholders including that off the Commissions are intertwined. Perhaps, a discriminatory, communicative strategy coupled with convincing economic analysis of such situations would yield results that will least afflict the consumers. A cautious approach to reduce or remove either direct subsidy or any cross subsidy to relevant segments through a comprehensive economic impact analysis will certainly bring positive results in this area in a few years' time. Any such decoupling of direct or cross subsidy would be welcome by the utility or the government, as it eases the crunch and provides comfort financially. But it should be progressive and must be completed in a specified time. The affected consumers must be clearly informed of the analysis and consequent action plan against subsidies.

Electric utilities differ in their characteristic features. Some have a good source mix; some have large number of agricultural connections with free supply of electricity. Some have a reasonable tariff and a good billing and collection mechanism. While some others have operational and collection inefficiency. Many do not practice financial prudence or measurement as an essential need. Under these circumstances, regulations and decisions thereof from the regulatory authority have to be different for different states. So also the reform process.

Each of electricity regulatory commissions has to rightly recognise these and other considerations mentioned earlier and formulate its overall regulatory approach in terms of a vision and a mission statement, imbibed with a specified value system for the Commission.

Vision:

Vision of the Commission is to provide energy choices that are affordable, reliable, safe and environmentally acceptable.

Mission:

The Regulatory Commission's mission is to assess, advocate and act through development of enduring public/private relationships to improve the State's electrical systems that promote a strong economy and a healthy environment. The Commission mandates intra-state operational aspects of electric power systems in the State by regulation. The Commission chooses regulatory approaches towards economic operations of electric utilities, which ensure customer satisfaction with reliable service at reasonable price, foster efficient and competitive markets wherever feasible and give full and fair consideration to community and environmental aspects of public interest.
Value System:
The Commission's highest responsibility is to the people of the State. It must strive to conduct its business in a manner that results in maximum public benefits, while ensuring fiscal integrity and accountability for the expenditure of public funds.

· It will maintain the highest level of professionalism and an environment of openness, fairness, trust, respect and honesty.

· It will clearly communicate its expectations, encourage cooperation and teamwork and share responsibility, authority and accountability. In this, it will be creative, flexible and always seek opportunities to improve.

· The Commission's time, ability, skills, intelligence, creativity, products and services focused are on the relationships, it stands for, with an emphasis on customer services.

It is firmly believed that if these were meticulously observed, it would be facilitating the Regulatory Commissions to resort to proactive regulatory practices. Any Electricity Regulatory Commission will be fortunate if it has to deal with an Electricity Board, which is a better managed utility, with a fairly satisfactory financial soundness, and operates with the subsidy support from the Government.

'Reforms and Restructuring' process have been set in motion with the installation of the Commissions. Reform needs of the SEBs and also the manner by which action must be initiated in this regard are being looked into. In all likelihood Electricity Boards will be disbanded into say hydel and/or thermal power generating companies on the generation- 

side and a transmission company owning and operating transmission and distribution assets, at the first instance. It is anticipated that a set of pre requisite reform action to create demarcated responsibility centres in these ventures will have to be initiated before one can think of allowing unbundling or private participation. A sound transfer price mechanism from one entity to the other will have to be brought in and efficiency norms charted. Therefore, it is very clear that even though reform process has been set in motion, what type of a change in the SEB structure will take place is only a conjecture now. Regulatory authority has certain obligatory functions and other delegated functions. The regulatory approach has to work now in a fluid environment. The commissions are cognizant of this and have taken recourse to identify areas, to be touched by reform action bases, irrespective of structural change that may result due to reform recommendations. One such primary area is the "Financial and Cost Management' systems based on "strict measurement", on all bases - technical and financial - which the Commission considers, form the very basic fabric of efficiency and economy.

The regulatory obligations have to be supportive to the reform process, in order to achieve the above results. Such regulations go to make the utility totally deserving for any type of reform results, be that it may be organisational, financial, ownership, strategic divestiture, product or any other type of restructuring. However, the wonderful thing about any SEB is that it is a fit candidate for all type of reforms. One wonders, if any reformist believes that by a simple unbundling the monolith, more things can be wrought, it will be only a myth. Let us see the reality. The Commissions have set the priorities right and waiting in the wings to associate themselves in this change process. Its expectations from the direct and indirect players are clearly elaborated. These are based mostly on what these players expect from the commission. If these are congruent and synchronised through regulations and regulatory reforms, then dawns the 'deliverance day' of the utilities.

The Central Electricity Regulatory Commission shall have a Chair-person and 3 other members who shall hold office for a period of 5 years or until the age of 65 years in the case of Chair-person and 62 years in the case of Members, whichever is earlier and 

they are not eligible for reappointment at any time after the expiry of the term of appointment as Chair-person / Members.  Section 14 of the above Act provided for a Central Advisory Committee to advise the Central Commission on major questions on policy, matters relating to quality, continuity and extent of service provided by the licensees, compliance by licensees with the conditions and requirements of their license, protection of consumer interest and energy supply and overall standards of performance.  

The functions of the Central Commission are as follows:

(i) to regulate the tariff of generating companies owned or controlled by the Central Government;

(j) to regulate the tariff of generating companies, other than those owned or controlled by the Central Government specified in clause (a), if such generating companies enter into or otherwise have a composite scheme for generation and sale of electricity in more than one State;

(k) to regulate the inter-State transmission of energy including tariff of the transmission utilities;

(l) to promote competition, efficiency and economy in the activities of the electricity industry;

(m) to aid and advise the Central Government in the formulation of tariff policy which shall be-

(iii) fair to the consumers; and 

(iv) facilitate mobilization of adequate resources for the power sector;

(n) to associate with the environmental regulatory agencies to develop appropriate policies and procedures for environmental regulation of the power sector;
(o) to frame guidelines in matters relating to electricity tariff;

(p) to arbitrate or adjudicate upon disputes involving generating companies or transmission utilities in regard to matters connected with clauses (a) to (c) above;

(q) to aid and advise the Central Government on any matter referred to the Central Commission by that Government.

Similarly, Section 17 of the above Act provides for the establishment of State Electricity Regulatory Commission and the functions of this Commission are as follows:

e) to determine the tariff for electricity, wholesale, bulk, grid or retail, as the case may be, in the manner provided in section 29;

f) to determine the tariff payable for the use of the transmission facilities in the manner provided in section 29;

g) to regulate power purchase and procurement process of the transmission utilities and distribution utilities including the price at which the power shall be procured from the generating companies, generating stations or from other sources for transmission, sale, distribution and supply in the State;

h) to promote competition, efficiency and economy in the activities of the electricity industry to achieve the objects and purposes of this Act.

The following provisions may also be conferred on the State Commission by notification by the State Government:

p) to regulate the investment approval for generation, transmission, distribution and supply of electricity to the entities operating within the State;

q) to aid and advise the State Government, in matters concerning electricity generation, transmission, distribution and supply in the State;

r) to regulate the operation of the power system within the State;

s) to issue licenses for transmission, bulk supply, distribution or supply of electricity and determine the conditions to be included in the licenses;

t) to regulate the working of the licensees and other persons authorized or permitted to engage in the electricity industry in the State and to promote their working in an efficient, economical and equitable manner;

u) to require licensees to formulate perspective plans and schemes in co-ordination with others for the promotion of generation, transmission, distribution, supply and utilization of electricity, quality of service and to devise proper power purchase and procurement process;

v) to set standards for the electricity industry in the State including standards relating to quality, continuity and reliability of service;

w) to promote competitiveness and make avenues for participation of private sector in the electricity industry in the State, and also to ensure a fair deal to the customers;

x) to lay down and enforce safety standards;

y) to aid and advise the State Government in the formulation of the State power policy;

z) to collect and record information concerning the generation, transmission, distribution and utilization of electricity;

aa) to collect and publish data and forecast on the demand for, and use of, electricity in the State and to require the licenses to collect and publish such data;

ab) to regulate the assets, properties and interest in properties concerning or related to the electricity industry in the State including the conditions governing entry into, and exit from, the electricity industry in the such manner as to safeguard the public interest;

ac) to adjudicate upon the disputes and differences between the licensees and utilities and to refer the matter for arbitration;

ad) to co-ordinate with environmental regulatory agencies and to evolve policies and procedures for appropriate environmental regulation of the electricity sector and utilities in the State; and
ae) to aid and advise the State Government on any other matter referred to the State Commission by such Government.

Section 21A of this Act provides for the setting up of Joint Electricity Regulatory Commission by agreement that may be entered into by two or more State Governments, by the Central Government in respect of one or more Union Territories and one or more State Governments.  The Joint Electricity Regulatory Commission shall consist of one member from each of the participating States and Union Territories and the Chairperson shall be appointed from amongst their members by consensus.

Section 28 and 29 of the Act provide that the State Commission shall determine the tariff for inter State transmission of electricity and the tariff for supply of electricity, grid, wholesale, bulk or retain in a State.  The State Commission shall determine the terms and conditions for the fixation of tariff and in doing so shall be guided, inter alia, by the principles as provided in sections 46, 57 and 57A of the Electricity (Supply) Act, 1948 and Sixth Schedule thereto; in the case of Board or its successor entities, the principles under section 59 of the Electricity (Supply) Act, 1948; the interest of the consumers; national power plans, etc.  No consumer or class of consumers shall be charged less than 50 per cent of the average cost of supply of energy.  The State Commission may allow the consumers in the agricultural sector to be charged less than 50 per cent of the average cost but not for a period more than three years.  If the State Government requires the grant of any subsidy to any consumer or class of consumer, it shall pay the amount to compensate the person affected by the grant of subsidy.

Section 31 to 36 of the Act speak about the accounts, audit and reports of the Central Regulatory Commission as under:

Section 31: Budget of Central Commission – The Central Commission shall prepare, in such form and at such time in each financial year as may be prescribed, its budget for the next financial year, showing the estimated receipts and expenditure of the Central Commission and forward the same to the Central Government.

Section 32: Accounts and Audit of Central Commission -

1. The Central Commission shall maintain proper accounts and other relevant records and prepare an annual statement of the accounts in such form as may be specified by the Central Government in consultation with the Comptroller and Auditor General of India.

2. The accounts of the Central Commission shall be audited by the Comptroller and Auditor General at such intervals as may be specified by him and any expenditure incurred in connection with such audit shall be payable by the Central Commission to the Comptroller and Auditor General.

3. The Comptroller and Auditor General and any person appointed by him in connection with the audit of the accounts of the Central Commission under this Act shall have the same rights and privileges and authority in connection with audit as the Comptroller and Auditor General generally has in connection with the audit of Government accounts, and, in particular, shall have the right to demand the production of books, accounts, connected vouchers and other documents and papers and to inspect any of the offices of the Central Commission.

4. The accounts of the Central Commission, as certified by the Comptroller and Auditor General or any other person appointed by him in this behalf, together with the audit report shall be forwarded annually to the Central Government by the Central Commission and the Central Government shall cause the audit report to be laid, as soon as may be after it is received, before each House of Parliament.

Section 33. Budget of State Commission – The State Commissions shall prepare, in such form and at such time in each financial year as may be prescribed, its budget for the next financial year, showing the estimated receipts and expenditure of the State Commission and forward the same to the State Government.
Section 34. Accounts and audit of State Commission – 

1. The State Commission shall maintain proper accounts and other relevant records and prepare an annual statement of accounts in such form as may be prescribed by the State Government in such form as may be prescribed by the State Government in consultation with the Comptroller and Auditor General of India.

2. The accounts of the State Commission shall be audited by the Comptroller and Auditor General at such intervals as may be specified by him and any expenditure incurred in connection with such audit shall be payable by the State Commission to the Comptroller and Auditor General.

3. The Comptroller and Auditor General and any person appointed by him in connection with the audit of the accounts of the State Commission under this Act shall have the same rights and privileges and authority in connection with such audit as the Comptroller and Auditor General generally has in connection with the audit of Government accounts and, in particular, shall have the right to demand the production of books, accounts, connected vouchers and other documents and papers and to inspect any of the offices of the State Commission.

4. The accounts of the State Commission, as certified by the Comptroller and Auditor General or any other person appointed by him in this behalf, together with the audit report thereon shall be forwarded annually to the State Government by the State Commission and the State Government shall cause the audit report to be laid, as soon as may be after it is received, before the State Legislature.

Section 35. Annual report of Central Commission – 

1. The Central Commission shall prepare once every year, in such form and at such time as may be prescribed, an annual report giving a summary of its activities during the previous year and copies of the report shall be forwarded to the Central Government.

2. A copy of the report received under sub-section (1) shall be laid, as soon as may be after it is received, before each House of Parliament.

Section 36. Annual report of State Commission –

3. The State Commission shall prepare once every year in such form and at such time as may be prescribed, an annual report-giving summary of its activities during the previous year and copies of the report shall be forwarded to the State Government.

4. A copy of the report received under sub-section (1) shall be laid, as soon as may be after it is received, before the State Legislature.

Section 43 of the Act provides that no suit, prosecution or other legal proceedings shall lie against the Central/ State Government or the Central / State Commission for any action which is done in good faith.

Section 45 of the Act provides for punishment of maximum of Rs.1 lakh for each contravention and an additional penalty of maximum of Rs.6000 for every day for non-compliance of the order or directions given by the Commission.

CONCLUSION:
Outdated regulations have survived many years in thick and weak regulatory jungles. Traditional administrative controls and oversight processes were inadequate for cost effective and coherent use of regulatory powers or achieve policy goals. Today the regulatory regimes are increasingly technocratic and vulnerable to interest pressure groups. Greater discipline, rationality, efficiency, co-ordination, accountability and transparency in regulatory processes are the required hallmarks.

What must be done to make regulation efficient and effective? 

1. Building a regulatory management system

· Regulatory policy must be co-terminus with the highest political level by endorsement that these are consistent with political priorities.

· Explicit standards for regulatory quality - well written, better targeted and cost effective - and principles of regulatory decision-making must be established

· The authority must be independent and initiate reforms in regulatory activities by stream lining, reduction and reinventing regulation

2. Improving the quality of regulations

· Regulatory impact analysis can be resorted to improve the quality of information on which decisions are based

· A comprehensive policy on public consultation is essential in order to access interest groups to obtain valuable information on regulatory impacts.

· Regulatory co-ordination is essential to have effective integration of regulatory objectives with economic and social policies

· A review and evaluation of existing regulations and associated paper work may also be resorted to in due course that will result in phased repeals and guillotining some of them.

· Always have the focus of the apex triangle – the 
regulator, the regulated and the government ​activated.

3. Bench marks of good regulation are:

· Clearly identified goals

· Legal basis

· Cost justifiable regulation

· Clear, simple and practical regulation

· Consistent with other regulations

· Universal availability of efficient service 

· Promotion of an economic entity, as per Electricity Supply Act 1948 

· High level of efficiency and reliability 

· Reasonable customer prices

Reforms and regulatory approaches provide powerful incentives for the utilities to become efficient, innovative and competitive. These in turn boost the productivity and often bring sharp and swift price reductions and improvements in the quality and range of products and services, to the ultimate benefit of downstream consumers.

However, from the accumulated experiences so far in the country, one conclusion that emerges is that the most important ingredient for successful regulatory reform is the strength and consistency of support at the highest political level. It is expected that the governments and strong political leadership will overcome vested interests (which benefit from the status quo, business as usual and resist the beneficial change). In addition, all other aspects of regulatory activities should be put in place at the right time. These are indicated in Annex III. We are in the path of learning curve. We should have courage to make the right mistakes to derive lessons for the better of the utilities.
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